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KEY ECONOMIC INDICATORS 


All Values in Millions SF Exchange Rate (Floating) as of 4/30/74 
US $1.00 = SF 2.92 


ITEM 19722/ 19732/ % Change 19742/ 


INCOME, PRODUCTION, EMPLOYMENT 3/ 
GNP at Current Prices , 116,095— 131,100 i2.? 
GNP at Constant Prices--% Change 3/ 
Previous Years 5.9 4.3 
Indices: 4/ 
Industrial Production™ (1963=100) 149 157 
Construction Cost Zurich 4/ 

(Oct. 1966=100) / 143.6 157.6 
Unemployed (indv)— 106 81 
Unfilled Positions’ (indv) 4,475 3,804 
Industrial Building Permits(units) 3,629 3,308 
Housing Permits (units) 77,418 62,765 


MONEY AND PRICES 

Money Supply (M}) 48,533 48,182 

Bank Credit Outstanding (72 Banks) 112,242 122,015 

Interest Rates (%): 
Central Bank Disc. . —— 
Lombard Rate ‘ (“eo 
Yield on Conf. Bonds 4/ : son 
Three Month Money - Zurich— . -02 
Call Money Rates - Zurich 4/ ° .88 

Indices: 4/ 
Retail Sales (Previous Year=100) 106.6 
Consumer Price (Sept. 1966=100) 132.5 148.3 
Wholesale Price (1963=100) 122.7 139.7 


BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves 24,203 24,413 
Trade Deficit 6,184 6,655 
Balance of Payments (Current Acct) 840 1,000 
Total Exports, FOB 26,188 29,943 
Exports to US 25262 2,444 
US Share (%) 8.6 8.2 
Total Imports, CIF 32,372 36,598 : 
Imports from US 2,234 2,333 . 733 
US Share (%) 6.9 6.4 6.8 


Main imports from US: aircraft and parts, tobacco, organic chemicals, 
electrical equipment, motor vehicles and parts, business machines 
including electronic data processing equipment, silver, precious stones, 
corn, and wheat. 


1/ All data end of year 2/ First quarter data 
unless otherwise indicated 


3/ Revised 4/ Average annual 


Source: La Vie Economique 





SUMMARY 


Switzerland is currently battling one of the highest rates 
of inflation in industrial Europe. The Government's anti- 
inflation program, which was beginning to show results on 
the domestic front in mid-1973, was dealt a blow by the 
rapid rise in the cost of importing petroleum and other raw 
materials in the latter part of the year. Higher import 
costs, coupled with an expected high demand for Swiss 
exports and a chronic labor shortage, will probably result 
in a 10-12 percent increase in prices during 1974. Con- 
tinued efforts by the Government to reduce domestic demand 
should slow 1974 GNP growth to about 2 percent. High infla- 
tion, tight credit, labor shortages, and the highly revalued 
Swiss franc are causing many Swiss businessmen to investigate 
direct investment possibilities in the U.S. These factors 


also make U.S. exports potentially more competitive in the 
Swiss market. 





CURRENT ECONOMIC SITUATION AND TRENDS 
Inflation Accelerates While Growth Slows 


Switzerland, long renowned as a bastion of economic stability, 
now finds itself battling one of the highest rates of inflation 
in industrial Europe. From December 1972 to December 1973 con- 
sumer prices rose 11.9 percent and wholesale prices jumped 14.8 
percent. At the end of the first quarter of 1974, consumer 
prices were up 9.6 percent on an annual basis, while wholesale 
prices registered a record-breaking 18.4 percent increase. 

Since virtually all labor contracts include an escalator clause 
tied to the consumer price index, the high rate of inflation was 
a major contributor to the 10-15 percent increase in labor costs 
during 1973. 


The Swiss Government's efforts to fight inflation, which were 
beginning to show results on the domestic front in mid-1973, were 
dealt a blow by the rapid rise in the cost of importing petroleum 
and other raw materials in the latter part of the year. The con- 
tinued high demand for Swiss exports and the chronic shortage of 
labor have also contributed to the inflationary problem. Never- 
theless, Government economists are hopeful that the rate of 
inflation will begin to decline by the end of 1974. It appears 
likely, however, that prices will increase during 1974 by 10-12 
percent, or about as fast as they did in 1973. 


The oil supply problems and price increases which occurred in 

late 1973 appear to have had relatively little effect on Switzer- 
land. The Government imposed speed limits, Sunday driving bans 
(for three Sundays only), and limited retail deliveries which 
reduced total consumption by about 20 percent. Petroleum imports 
during this period, however, were relatively normal and no real 
shortages occurred. All restrictions were removed in early 1974. 
Although the country depends on imported petroleum for 80 percent 
of its energy needs, most petroleum products are consumed by 
households, commercial establishments, and motor vehicles. Indus- 
try and the railroads are highly electrified and virtually all 
electrical power is provided by hydro or nuclear sources. While 
higher petroleum costs have already boosted consumer and wholesale 
prices, more expensive oil is not expected to seriously depress 
industrial production or employment. The real danger of the 
energy crisis is that it may reduce demand in countries which 
import from Switzerland, with adverse results for Swiss exports. 


Although the Government can do little to stop imported inflation, 
given the traditional openness of the Swiss economy, it has been 
effective in reducing the growth of domestic demand. While 
industrial production expanded by 5.4 percent in 1973 (due to a 
shift of demand pressures to the more capital intensive export 
sector and continued industrial rationalization), Government 





controls on construction and credit were responsible for a drop 
in the real growth of GNP from 5.8 percent (revised figure) in 
1972 to 4.3 percent in 1973. The combined effects of Government 
controls, labor shortages, and, perhaps, higher oil prices are 
expected to hold down real GNP growth to about 2 percent in 1974. 


Despite the anticipated economic slowdown, no easing of the tight 
labor situation is expected in the foreseeable future. During 
1973, there were an average of 47 job openings for each of the 

81 persons reported as unemployed. Many firms state they could 
use 5 to 10 percent more workers if they were available. Two new 
constitutional initiatives aimed at reducing the number of for- 
eigners in Switzerland (which comprise about one-third of the 
labor force) will keep pressure on the Federal Government to 
stabilize or reduce the present number of foreign workers. As a 
result of Government stabilization policies, the total labor 
force grew by only 0.1 percent in 1973. 


The Fight Against Inflation 


The Government's anti-inflation program is based on four emergency 
decrees implemented in January 1973 and ratified by national 
referendum on December 2, 1973. The decrees give the Government 
authority to restrict credit expansion; to limit activity in the 
overheated construction industry; to exercise limited control of 
prices, wages, and profits; and to reduce amortization rates for 
tax purposes. Application of these powers, particularly those 
relating to credit and construction, has produced a decline in 
domestic demand and a sharp rise in interest rates. 


The Government initially set an annual limit of 6 percent on the 
expansion of bank credit portfolios and introduced minimum required 
reserves for the first time. Even though the ceiling has been 
exceeded by many banks (which were forced to deposit the amount of 
the excess in blocked accounts with the Swiss National Bank), the 
credit limit and reserve requirements began to reduce domestic 
liquidity by mid-year. Escalating Euro-market interest rates also 
drew considerable funds out of Switzerland. The above measures, ~ 
taken in conjunction with the floating of the Swiss franc, have 
alilowed the Swiss National Bank to operats an effective monetary 
policy. As a consequence, the Swiss money supply (M]) registered 
a small decline in 1973 after increasing by 4.2 percent in 1972 
and 39.5 percent in 1971. In early 1974 liquidity became very 
tight and the Government found it necessary to relax its controls 
a bit in order to slow the rapid increase in domestic interest 
rates. The annual credit ceiling was raised to 7 percent and 
reserve requirements were lowered. 


The shortage of credit has had a marked impact on consumer spend- 
ing, especially for durable goods. By March 1974, the value of 
retail trade turnover had grown only 3.7 percent over the previous 





March, or only about one-third of the rate of inflation over the 
same period. This would indicate that the volume of retail trade 
had declined. The rate of investment, particularly in the con- 
struction sector, has also been slowed by the lack of credit and 
capital spending in 1974 will probably be below 1973 levels. 


The controls on credit and new construction notwithstanding, 
building activity remained high during 1973 on the basis of the 
large number of permits issued in 1971 and 1972. Residential 
housing completed in 1973 was 11.1 percent greater than in 1972, 
but new housing permits issued in 1973 were down by 18.9 percent 
and permits for industrial building were down 8.8 percent. By 
the end of 1973 a number of construction firms were complaining 
of reduced business and 1974 is expected to be a slow year for 
the building industry. 


After several years of growing budget deficits, the Government 

has recently announced a new fiscal program to hold down expendi- 
tures and increase sales and income taxes. Even under this new 
program, however, the Government's own budget projections show 
sizable deficits for 1974 and 1975 and modest deficits for the 
following three years. Despite a rising tide of complaints from 
the Swiss financial community, it would appear that the Government 


will continue to rely primarily on a very tight monetary policy to 
hold down domestic demand. 


Trade and Capital Movements 


Switzerland's foreign trade in 1973 and early 1974 continued to 
expand at a rapid rate. In spite of the considerable appreciation 
of the Swiss franc since April 1971 (up 47 percent against the 
dollar and 29 percent against all currencies on a trade weighted 
basis as of April 1974), exports in 1973 rose 14.9 percent in 
value and 11.8 percent in quality terms. In the first quarter of 
1974 the value of exports was 22.8 percent greater than during 
the same period in 1973. Partially as a result of the skyrocket- 
ing cost of petroleum and other raw materials, the value of 
imports rose 13.1 percent in 1973 (7.2 percent in volume) and 
22.8 percent in the first quarter of 1974. The energy crisis 
notwithstanding, export order backlogs indicate that 1974 will be 
another good year for Swiss exports. 


Trade with the United States grew more slowly than total trade 
and, according to Swiss statistics, the U.S. had a trade deficit 
of SF 111 million (approximately $35 million) in 1973. A stable 
level of Swiss exports to the U.S. in early 1974, while imports 
continued to grow, produced a SF 164 million (about $51 million) 
trade surplus for the U.S. in the first quarter of 1974. 


Since January 1973, when the Swiss franc was allowed to float, 
the problem of massive inflows of speculative capital experienced 





in 1971 and 1972 has disappeared. Although conditions on the 
international monetary front remained turbulent, with the dollar 
fluctuating from a low of SF 2.66 in mid-1973 to a high of SF 
3.45 in January 1974 (the average exchange rate during 1973 was 
SF 3.16), Switzerland's gold and foreign exchange reserves 
increased only slightly during 1973. At the end of March 1974, 
gold and foreign exchange reserves had actually declined by 
almost 9 percent from the same date in 1973. Under these condi- 
tions, the Swiss National Bank decided it could ease its capital 
controls and on October 1, 1973, it eliminated the 2 percent per 
quarter penalty rate on Swiss franc deposits held by foreigners. 
Effective February 1, 1974, the National Bank lifted the ban on 
foreign purchases of Swiss securities and mortgages. Real estate 
purchases by foreigners, however, now require permission of the 
appropriate cantonal government and such purchases will be diffi- 
cult in those cantons with a high percentage of foreign residents. 


Preliminary estimates of Switzerland's balance of payments on 
current account indicate a surplus of approximately SF 1 billion 
in 1973. Although the overall trade deficit continued to grow in 
1973, income from Swiss capital invested abroad and other invis- 
ibles increased sufficiently to generate the surplus. The 
increased cost of petroleum imports in 1974, however, is expected 
to produce a small deficit on current account. It has been pre- 
dicted that capital inflows from oil producers and other sources 
during 1974 will be large enough to generate an overall balance 
of payments surplus. Excessive inflows, however, are clearly not 
desired and the National Bank is prepared to reimpose capital con- 
trols if necessary. 


IMPLICATIONS FOR THE UNITED STATES 


Investment 


The present low value of the dollar relative to the Swiss franc, 
the prospect of continued labor shortages, and the tightness of 
domestic credit have all combined to make direct investment in 
the U.S. increasingly attractive to Swiss businessmen. While 
most large Swiss firms already have sizable investments in the 
U.S., many small and medium sized companies are now expressing 
interest in acquiring production facilities in the U.S. American 
firms looking for new product lines and/or an infusion of new 
capital, and regional areas of the U.S. interested in promoting 
industrial development, should investigate what Switzerland has 
to offer. In dealing with Swiss companies, U.S. interests should 
have clear proposals in mind. Specific and detailed information 
should be provided on markets, existing production facilities, 
availability and cost of utilities, construction costs, and labor 
and tax situation, etc. 





Economic Trends 
ET 74-057 


Trade 


The U.S. share of Swiss imports declined from 8.5 percent in 1970 
to 6.4 percent in 1973 but rose to 6.8 percent in the first quar- 
ter of 1974. Part of the decline was due to the short-term 

effects of the massive change in the dollar-franc exchange rate. 
The potential improvement in the competitive position of U.S. 
goods, however, depends on the extent to which exchange rate 
changes are reflected in final prices. There are indications that 
rising costs in the U.S. and higher exporter and/or importer profit 
margins have absorbed much of the potential price benefits. Non- 
price factors also continue to be very important in determining the 
competitiveness of U.S. products. Many Swiss importers complain 
about the lack of continuity of supply from the U.S., poor after- 
sales service, and tough credit terms. 


Establishing and maintaining a position in the Swiss market 
requires (1) a sustained interest in the market, (2) close atten- 
tion to quality control, (3) financial support of the agent/dis- 
tributor for promotional activities, (4) observance of local 


commercial practices, and (5) compliance with local rules, customs, 
and preferences. 


Industrial products with good market potential in Switzerland 
include health care equipment, regulating and control instrumenta- 
tion, advanced analytical and laboratory instrumentation, environ- 
mental control equipment, food processing and packaging equipment, 
and a variety of sophisticated electronic equipment. The U.S. 
share of the consumer-goods market could also be expanded. U.S. 
exporters may be interested in the following Embassy market sur- 
veys which can be obtained through the Department of Commerce or 
one of its District Offices: "Market Potential for American Con- 
sumer Goods" (Bern A-403, October 5, 1973), "The Market for 
Environmental Protection Equipment in Switzerland" (Bern A-035, 
February 1, 1974), "Metalworking and Metal Parts Finishing Equip- 
ment" (Bern A-067, March 7, 1974), and "Process Control Instrumen- 
tation" (Bern A-120, April 26, 1974). Exporters may also be 
interested in participating in one or more of the following U.S. 
trade missions which will visit Switzerland on the dates indicated: 
Environmental Protection, October 1974; Electrical Equipment, 
January 1975; and Health Care, February 1975. 
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